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MEMORANDUM FOR Deputy Director for Support

BUBJECT' ': Definition of Unfunded Iisbility as Used in Proposed
Amendment to the CIA Retirement Act :

1. This memorandum is to supplement our telephone conversation
on the nbove subjecht to more fully explain the nature of a potentdal
question by the Department of the Treasury concerning the subject
definition.

2, The term "unfunded 1isbility" sa applied to retirement funds

" in actuariel parlence represents the measure of the shortfall in funds

on hand required to fully setisfy benefits to be peid to exigbing
participents, snnuitants end survivors thereof baged upon service per-
formed through the dete of the valuation (2. agt service)., The defini-
tions of unfunded lisbility as stated in The recent omendments of the
Civil Serviece Retirement Act end the Foreign Service Retilrement Act on
which our proposed leglsletion is patterned do not conform with this
concept., Instead, those definitions result in incressing the uwniunded

11lability to also include the shortfall between the present value of

benefits to be pald to existing eligibles based upon future service and

the present value of dedustions from employee salaries and Agency con-
tributions for such future service. For reasons unknown to us, Treasury
hes not previously questioned the dafinitions as used in previous legls-

lation. .

- 3,  The impact of the question is 1llustrated in Tebs A and B
atteched, Specifically, Tab A represents the balancs sheet for the CIA

Retirement system veluation as of 31 December 1968 which -is now belng
conplated by NN

Ttem 6, "Excess of Lisbilities over Assets”
totaling U 1s the unfunded liebility es of 31 December 1968 4in
the clessic actusriel sense. The proposed statutory definition does not
vequire recognition of the present valve of estimated future approprie-

tion requix-ementsi shown as item 5.b,, "At[H vy eppropriation,” 25X1A

L]

totaling Thus if wfunded 1iebility waes computed on the

basis of the proposed statutory definition, item 5.b. would not represent
a proper entry on the balance gheet and the resulbing unfunded liability
would increase to a total of

uuuuu
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SUBJECT " Definition of Unfunded ILisbility as Used in Proposed
g Amendment to the CIA Retirement Act /

4, For your sdditional informetion, there is sttached as Teb B an
excerpt from the proposed smendment to the CIA Retirement Act reflecting
the proposed definition of unfunded liebility, adjusted to refleet the
subgtance of correcting language contempleted by Treasury aa wa under=
atand it.

5. Aside from the technical aspects of the point, in the practicel
. senge gpplicetion of Treasury's posit would n_annusl poyvnen
25X1A by Tressury of interest calculsted on
Our fund would then reelize only ebout helf as much from Tressury for thia
purpose. The difference would, of course, increase unfunded liebllity
" (emsuming no change in rate of other contributiona) on subsequent evolus-.
" tions end thus result in incressing interest peyments. Iohg term, it
- seemd cleer the fund will require edditional Input elther from Treasury or
through specific appropristion. I feel, at the moment, in the pregmatic
gsengse, it mekes little difference to us whether Tressury influences a
“¢hange In the definition.

.- 6. The interpretation we ,hav%%%?aﬁed on Treasury's position is baaed
upon informal discussions with Mr He did not indicate to us whet
position Treasury will take but we ey will comment ealong the lines
m‘liaated.

-5y,

25X1A

-

. : Attachnents ,
T&bs A & B ‘ . ’ e ) -
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(b) the cash balance of the fund on the books of

—

to

the Treasury; and

1)

“{3) un*und.,d liability' means the estimated excess of

= the present value of all benefits payable from the fund to
5 participants and former participants, subject to this Act,
5 and to their survivors, over the sum of--
,{‘/D-r«vmu l PY.eMc MS, [y W
7 ‘ "(a) the present value of deductiens—to—pe—witirdreld
S fzoza the future basic pay of participants euseenty
o f f‘Ae c(qf‘o o P .Con.z?o'f‘w‘f-“o'.‘/(j

g subject to this Act a.nd-oi-—ﬂuwa-r_e—Aﬁe—ne*f—centrfm:‘ms. s
10 to—penTade i tireir-belratsy plus

- J—
i Y sresent value of Gove Tpayments to

-
|3V

MMn er section 261 of this Acti—plus

1
11(£) the fund balance as of the date the unfunded

13
T liability is determined. "
15 SEC. 102. (a) Section 261 of the Central Intelligence

., Aguidigency Retirement Act (50 U.S5.C. 403 note) is amended by

17 inserting “(a)" after "26l." and by adding the following new

L g naragraphs (b) and {c¢):
15 "(b) Any statute or authority based on statute which
Exe authorizes -«

OFFIC: Or FINANCE NOTE:

Hnder the zbove cha.nge.in definition, the present value of benefits payable fron the fund
uasgd upon future service will Te fully offset with the present value of normal nrepiums
on future ‘basic pay so that the net result will be unfunded liability for past service.
The term "normal premiums” refers to "normel cost” as determined in the actuariel
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